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SOUTHERN CALIFORNIA EDISON COMPANY’S (U 338-E)
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I.
INTRODUCTION.

Pursuant to the November 1, 2006, Joint Administrative Law Judges’ (ALJs) Ruling and
Notice of Prehearing Conference (Joint Ruling), Southern California Edison Company (SCE)
hereby submits its Pre-Prehearing Conference (PHC) Comments (Comments). In their Joint
Ruling, ALJs Terkeurst and Lakritz noticed a PHC, established the due date for pre-PHC
comments on the scope, schedule, and need for evidentiary hearings, and addressed other
procedural matters.!

While Assembly Bill (AB) 322 provides that the California Air Resources Board (CARB)
will develop a statewide, market-based approach in regulating greenhouse gas (GHG) emissions
in California, the CARB must consult with other state agencies, including the California Public
Utilities Commission (Commission), and other stakeholders before finalizing its regulations.

Executive Order (EO) S-20-06 issued October 18, 2006,2 directs CARB to bring both market-

=

Joint Ruling, mimeo, pp. 1 and 11. The ALJs suggested that parties review the Order Instituting Rulemaking

(OIR), the comments filed by parties in response to ALJ Meg Gottstein’s April 17, 2006 ruling, D.06-02-032,

and Attachment A to the Joint Ruling.

2 AB 32, known as the California Global Warming Solutions Act of 2006, added Section 1, Division 25.5
(commencing with Section 38500) to the California Health and Safety Code.

3 The text of EO S-20-06 appears on the website of the Office of the Governor at:

http://gov.ca.gov/index.php?/executive-order/4484/



based and regulatory measures forward on a concurrent and expeditious schedule and further
orders CARB, in collaboration with the Secretary for Environmental Protection and the Climate
Action Team, to develop a comprehensive market-based program that permits trading with the
European Union and the Regional Greenhouse Gas Initiative (RGGI).? SCE urges the
Commission to consider the manner in which it will coordinate its rules developed in Phase 2 of
this proceeding with the CARB’s process for developing regulations pursuant to AB 32, and
distinguish and adopt its role and oversight responsibilities in conjunction with other state’s
GHG reduction efforts. This threshold issue must be clearly decided early as the Commission
begins to examine the scheduled issues.

SCE urges the Commission, in establishing regulatory and market-based strategies to
achieve GHG emission reductions for its jurisdictional load-serving entities (LSEs), to do so in a
manner that:

e Does not impose a disproportionate cost burden on the electric utility sector as a
whole or on the investor-owned utilities (IOUs) in particular;

e Coordinates closely with the California Energy Commission (CEC), CARB, and
California Environmental Protection Agency (CEPA) to ensure equitable and
comparable rules are developed and applied to all electric utilities and electric
service providers;

e s most cost-effective;

e Takes the existing energy market environment into account by coordinating with the
efforts of the California Independent System Operator (CAISO) in its Market
Redesign and Technology Upgrade (MRTU) process;

e Addresses issues related to load migration, including customer self-generation and
potential future direct access in designing a load-based GHG emissions cap (LBC)

program.

4 EO S-20-06, 9 5.



SCE urges the Commission to adopt model rules and oversight design that cover the
LSEs over which the Commission has authority and then present its model rules to the CARB for
integration into statewide regulations that CARB will adopt pursuant to AB 32, which addresses
all electric service and energy sectors. The Commission should advise the CARB to adopt
equivalent rules for the other portions of the energy sectors over which the CARB has authority

under AB 32.

II.

THRESHOLD ISSUES THAT THE COMMISSION NEEDS TO ADDRESS

BEFORE ESTABLISHING RULES IN PHASE 2.

A. Threshold Issue 1: The Commission Should Establish the “End Products” that will

Result from Phase 2.

In order for parties to participate meaningfully and efficiently in Phase 2 of this
proceeding, the Commission should clearly indicate its expectations regarding the regulatory
"end products" that will result from this phase and the manner in which the Commission expects
to use such "end products" in coordinating and interacting with the CARB in the course of the
CARB's rulemaking. SCE fully recognizes that we are still in the very early stages of the
regulatory processes of the Commission and the CARB and that they likely have not had
definitive discussions regarding the nature and process of their interactions on the issues they
must resolve. Nonetheless, before proceeding too far in the Commission's proceeding, parties
must have an unambiguous and common understanding on the nature of the final regulatory
product. To use a metaphor: are we simply gathering needed building materials, are we drawing
up provisional blue prints, or are we actually constructing a building? In particular, SCE can

envision a wide range of possible regulatory end products that may result from Phase 2, such as:
o A compilation of relevant company-specific and industry facts;

. A compilation of relevant facts plus fairly broad policy recommendations;



A set of draft rules; or

A set of final Commission-adopted rules.

For reasons presented below, SCE recommends that the Commission adopt a set of draft

model rules that the Commission could present to the CARB when they initiate the consultative

process envisioned by AB 32.

B.

Threshold Issue 2: The Commission Should Determine The Manner In Which Its

Rules Will Coordinate With The Comprehensive, Statewide, Market-Based

Approach That May Be Adopted By CARB Under AB 32 and EO S-20-06.

CARB is Likely to Adopt a Comprehensive Market-Based Cap and Trade

Program Under AB 32 and S-20-06.

AB 32 provides authority for CARB to develop a statewide, market-based

approach in regulating GHG emissions in California. AB 32 establishes Health and Safety (H&S

Code section 38562(c), which provides:

In furtherance of achieving the statewide
greenhouse gas emissions limit, by January 1, 2011,
the state board may adopt a regulation that
establishes a system of market-based declining
annual aggregate emission limits for sources or
categories of sources that emit greenhouse gas
emissions, applicable from January 1, 2012, to
December 31, 2020, inclusive, that the state board
determines will achieve the maximum
technologically feasible and cost-effective
reductions in greenhouse gas emissions, in the
aggregate, from those sources or categories of
sources.

In addition, EO S-20-06 directs CARB in collaboration with the Secretary for

Environmental Protection and the Climate Action Team, of which the Commission is a member,

to develop a comprehensive market-based compliance program aimed at allowing trading of

emission credits with the European Union and RGGI.



Taken together, authority provided under AB 32 and the directives of EO S-20-06
make it clear that the state is headed toward the design and adoption of a comprehensive market-
based cap and trade compliance system to achieve GHG reductions in the most cost-effective

manner possible.

2. CARB is the Agency for the Adoption of GHG Reduction Regulations.

As recognized in the Joint Ruling, AB 32 passed the Legislature on August 31,
2006, was signed by Governor Schwarzenegger on September 27, 2006, and becomes state law
on January 1, 2007. AB 32 designates CARB as the state agency to adopt regulations to
ultimately reduce California’s GHG emissions to 1990 levels by 2020. Health and Safety Code

section 38510 provides:

The State Air Resources Board is the state agency
charged with monitoring and regulating sources of
emissions or greenhouse gases that cause global
warming in order to reduce emissions of greenhouse
gases.

Specifically, among other things, AB 32 requires the CARB to:

e Adopt regulations to require the reporting and verification of statewide
GHG emissions of sources designated by CARB and to monitor and

enforce compliance with this program;>

e Determine the level of GHG emissions statewide in 1990 and set the

GHG emissions limit for 2020;°

e Adopt rules and regulations in an open public process to achieve the
maximum technologically feasible and cost-effective greenhouse gas
emission reductions, including adopt any early action measures by

Board considers appropriate;’

3 H&S Code § 38530(a).
6 H&S Code § 38550.
7 H&S Code § 38560.



e Adopt emission reduction measures to meet the 2020 limit “in a
manner that is equitable, seeks to minimize costs and maximize the
total benefits to California, and encourages early action to reduce

greenhouse gas emissions”’;?

e Monitor compliance with and enforce any rule, regulation, order,
emission limitation, emissions reduction measure, or market-based
compliance mechanism adopted by the CARB, pursuant to specified

provisions of existing law;? and

e Adopt a schedule of fees to be paid by regulated sources of greenhouse

gas emissions, as specified.l?

3. In Fulfilling its Obligations under AB 32, CARB Must Consult With Other

State Agencies, Including the Commission, and Stakeholders.

While it is clear that AB 32 designates CARB as the lead agency responsible for
the full range of regulatory authority necessary to achieve the return-to-1990-by-2020 goal, the
law requires CARB to consult with a variety of agencies with key expertise, knowledge, and
history in addressing the global warming issue. AB 32 explicitly specifies in a number of
provisions that the CARB will coordinate with other state agencies and stakeholders when it acts
as the lead agency in implementing AB 32.

First, AB 32 adds Health & Safety Code section 38501(f), which provides:

It is the intent of the Legislature that the State Air
Resources Board coordinate with state agencies,
as well as consult with the environmental justice
community, industry sectors, business groups,
academic institutions, environmental organizations,
and other stakeholders in implementing this
division. Emphasis added.

H&S Code § 38562(b)(1).
H&S Code § 38580.
H&S Code § 38597.

— O |oo
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Second, AB 32 adds Health & Safety Code section 38561(a), which provides:

On or before January 1, 2009, the state board shall
prepare and approve a scoping plan, as that term is
understood by the state board, for achieving the
maximum technologically feasible and cost-
effective reductions in greenhouse gas emissions
from sources or categories of sources of greenhouse
gases by 2020 under this division. The state board
shall consult with all state agencies with
jurisdiction over sources of greenhouse gases,
including the Public Utilities Commission and the
State Energy Resources Conservation and
Development Commission, on all elements of its
plan that pertain to energy related matters including,
but not limited to, electrical generation, load based-
standards or requirements, the provision of reliable
and affordable electrical service, petroleum
refining, and statewide fuel supplies to ensure the
greenhouse gas emissions reduction activities to
be adopted and implemented by the state board
are complementary, nonduplicative, and can be
implemented in an efficient and cost-effective
manner. Emphasis added.

Although AB 32 is clear that CARB is the lead agency to promulgate the
regulations required to implement its provisions on a statewide basis, it explicitly does not
diminish or change the authority of the Commission. AB 32 adds H&S Code section 38593(a),

which provides that:

Nothing in this division affects the authority of the
Public Utilities Commission. Emphasis added.

Most importantly, in addition to acknowledging the Commission’s authority,

AB 32 adds H&S Code section 38501(g), which provides:

It is the intent of the Legislature that the State Air
Resources Board consult with the Public Utilities
Commission in the development of emissions reduction
measures, including limits on emissions of greenhouse
gases applied to electricity and natural gas providers
regulated by the Public Utilities Commission in order to
ensure that electricity and natural gas providers are not
required to meet duplicative or inconsistent regulatory
requirements. Emphases added.



Therefore, under AB 32, the Commission has a unique and important role to play
in the development of GHG regulations. The Commission has a rich history and experience
from its regulation of the electricity utility industry and special responsibilities to the customers
of IOUs and other LSEs. This background and the information the Commission’s regulated
entities can provide in Phase 2 of this proceeding are important aspects for the CARB to consider

in developing rules applicable to all producers of GHG emissions in the state.

4. A Threshold Issue is The Manner In Which The Commission’s Rules Will

Coordinate with the CARB’s Regulations Developed for the Entire State.

The Commission should proceed in Phase 2 to define draft rules and to determine
the manner in which it will coordinate its rules with the comprehensive market-based approach
likely to be adopted by CARB for the state as a whole. The Commission need not postpone
Phase 2 of this proceeding or wait until CARB has acted under its new authority to develop and
implement statewide policies and implementation programs authorized by AB 32. Given the
necessity to create the comprehensive system envisioned under EO S-20-06, the Commission
should consider carefully the role it wishes to play in designing the comprehensive market-based
approach for reduction of GHG emissions.

The Commission has established a leadership position in moving the state forward
to address the reduction of GHG emissions. It has acted in a “prime mover” role on a variety of
fronts, most notably renewables, energy efficiency, demand side management, the GHG adder,
and GHG emissions performance standard. However, since the clear language of AB 32 invests
regulatory authority in the CARB for reduction of GHG emissions and EO S20-06, and envisions
a single program that encompasses the entire state, the Commission should determine early in the
process how best to coordinate with CARB in the achievement of the mission assigned to it by
the state. The Commission’s oversight role must be determined before it adopts LBC regulations
over entities within its jurisdiction. While there are a variety of possible roles the Commission

could choose to play, the Commission should propose draft model rules that cover the LSEs over



which the Commission has authority and then present these model rules to CARB for integration
into statewide regulations that CARB will adopt pursuant to AB 32 and S-20-06. Furthermore,
the Commission should work with the CARB and the CEC to ensure that comparable and
equitable rules are developed and adopted for other electric service providers outside of its own
jurisdiction. The ultimate goal is that the state develops a set of uniform GHG emissions rules
across all sectors of the economy so that the state reduces GHG emissions, as AB 32 requires,
“in a manner that is equitable, seeks to minimize costs and maximize the total benefits to
California, and encourages early action to reduce greenhouse gas emissions.”!!

SCE urges the Commission to draft model rules to present to the CARB and to
propose recommendations for equivalent equitable rules for the CARB to adopt for the other
electricity and natural gas energy sectors, especially for the segment of Californians served by
municipal utilities. A comprehensive approach to reducing GHG from the electricity sector is
needed if the state is to meet its GHG reduction goal in a cost-effective manner. SCE’s
preliminary 2004 estimate is that California’s IOUs supplied about 62% of the electric energy
distributed in the state and are responsible for about 50% of the carbon dioxide (CO,) from the
electric sector. The municipal utilities appear to have supplied about 26% of the electricity
distributed in the state while emitting 37% of the CO, from the electric sector. Thus, the
municipal utilities’ rate of contribution of CO,, compared to their production of electricity, is
much higher that of the IOUs. Any equitable approach to reducing GHG emissions must include
the emissions from the municipally owned electric utilities, which are subject to regulation by
CARB under AB 32.

Adopting model rules would allow the Commission to provide its knowledge and
expertise to the CARB and would allow the Commission to establish cost-effectiveness standards
to assure the ratepayers under its jurisdiction are treated fairly. At the same time, by using a

model-rule approach, the Commission would allow the CARB to determine (as it must under

11 H&S Code § 38562(b)(1).

-9.-



AB 32) the best way to design a comprehensive market-based system for the state that, by its

nature, would include municipally owned electric utilities.

C. Threshold Issue 3: The Commission Should Resolve the Potential Inconsistency

between the Commission’s L.oad-Based Regulations and the CARB’s Source-Based

Regulations.

The Commission should initially consider a second threshold issue in order to ensure that
its coordination with the CARB will establish consistent, coordinated, and fair regulations
governing the entirety of California's electricity industry. Specifically, before exploring more
detailed program design and implementation issues, the Commission should explore threshold
complexities at a very broad architectural level. These complexities arise primarily because of
two factors: (1) the Commission has jurisdiction over only a subset of California's electricity
industry (in particular, it lacks jurisdiction over municipal utilities and wholesale power
suppliers); and (2) the Commission has announced its intention to adopt load-based regulations
while the CARB appears to be headed toward source-based regulations.!2 These latter two
approaches may or may not be fundamentally incompatible with one another. Nevertheless, this
is certainly a threshold issue deserving of initial exploration and investigation by the
Commission. To resurrect our metaphor: the building finally constructed will not stand if its
broad architectural scaffolding is inconsistently constructed.

To illustrate further why the Commission must consider the fundamental architectural
issues early in the process, consider the following simple questions:

e If the Commission adopts load-based regulations, will the CARB exclude utility-
owned or utility-controlled power sources from its regulations?
e If an independent power producer sells a portion of it power to a utility and a

portion of its power out of state, what mix of source-based CARB regulations and

12 SCE recognizes that scant evidence currently exists as to the precise direction that CARB will take.



load-based Commission regulations will it be subject to and what issues
unanticipated issues may arise from these two different regulatory approaches?

e Does the CARB intend to impose load-based regulations on municipal utilities
and, if not, what issues might arise due to the asymmetry between the
fundamental regulatory approaches of the Commission and the CARB?

e [fthe CARB does not impose load-based regulations on the municipals, then how
does it expect to regulate GHG emissions associated with imports of power by the
municipal utilities?

e Does the CARB have adequate authority to impose a load-based cap on municipal
utilities?

These and other threshold issues must be considered and resolved before proceeding to

resolve the issues identified by the Commission for Phase 2 consideration.

I11.
THE COMMISSION, IN ESTABLISHING REGULATORY AND MARKET-BASED

STRATEGIES TO ACHIEVE GHG EMISSION REDUCTIONS, SHOULD DO SO IN A

MANNER THAT DOES NOT IMPOSE A DISPROPORTIONATE COST BURDEN ON

THE ELECTRIC UTILITY SECTOR AS A WHOLE, OR ON THE INVESTOR OWNED

UTILITIES AND THEIR CUSTOMERS IN PARTICULAR.

The Commission and the investor-owned electric utilities it regulates already have years
of experience in reducing GHG emissions through existing Commission programs such as
energy efficiency programs, demand-side management programs, and increasing use of
renewable resources. In developing the new GHG emissions rules, the Commission should seek
to adopt model rules that consider the actions already taken by the IOUs and are the most cost-
effective, considering the available mechanisms and the potential for emissions reductions. The

Commission should insure that the adopted model rules result in equitable sharing of the cost of



emissions reductions under the market-based approach according to the various sources’
contribution to the state’s GHG emissions.

In developing the Commission’s model rules for CARB’s consideration, care must be
taken not only to include all jurisdictional LSEs but also to account for the emissions of publicly
owned municipal utilities to insure that an equitable, comprehensive, market-based approach is
developed. This will result in the lowest costs to achieve the ultimate emission reduction goal.
Simple fairness and logic demands that all emitters in the state that contribute to the GHG
emissions problem should be responsible for the cost of reducing their share of the emissions
inventory. If costs are shifted and responsibility avoided, then there will be a distortion in the
market signals that are sent to emitters, resulting in excess emissions by some, and unfair
distribution of the cost of reduction. The best and most administratively simple solution from a
societal perspective arises when the burden rests on the source of the problem. One sector
should not bear the costs of another sector and one LSE should not bear the costs of another
LSE. Allocations of cost across the sectors and within the sectors should be equitable and linked
to the emissions of each sector. The rules must be comprehensive and include all LSEs so that
the cost of the emissions produced is shared fairly. Finally, because the customers of the IOUs
the Commission regulates have over the past several decades already invested substantial
amounts of energy efficiency and other low GHG emitting resources, the Commission should
recognize the investment these customers have alreadymade.

Reducing GHG emissions in the electric sector will be difficult, costly, and potentially
disruptive of a reliable supply of electricity. Many LSEs have already reduced GHG emissions
by structuring their portfolios according to the guidance of the Commission in its loading order
and various rulemaking proceedings. As a result, further significant GHG reductions (as
contemplated in the Climate Action Team Final Report) for those entities that have already
substantially reduced GHG will be more difficult and costly. Those entities that have not already

aggressively reduced emissions,, will also likely find it very difficult to switch fuels in time to



meet their reasonable fair share of the GHG reduction allocated to the electric sector in a
timeframe consistent with meeting the AB 32 goal.

To address the challenge of further GHG reductions from the electric sector, compliance
flexibility is a necessity. Given the circumstances extant in the electric sector, a cap, or a cap-
and—trade, market-based approach to achieve the return to 1990 by 2020 requirement cannot
work without flexible compliance options.

The Commission is clearly mindful of its responsibilities to assure both a reliable and
reasonably priced supply of electricity. Among the measures already identified by the
Commission to address compliance flexibility is the design of a sound emission offset policy.
SCE encourages the Commission to continue exploring the elements of a sound offset policy and
include such measures in its model rule. Other flexibility measures, such as banking and
borrowing already mentioned in the Commission’s order should be further explored. The
Commission should also consider whether and under what circumstances a reasonably structured
alternative compliance mechanism, such as a payment of a “GHG reduction fee” above a specific
price per ton of carbon reduced is necessary to provide compliance flexibility in furtherance of
the overall requirements enunciated in AB 32.

Cost shifting between LSEs and publicly owned municipal utilities will make it difficult
for LSEs to recover their costs of cleaning up the municipal utilities emissions. The Commission
cannot develop its GHG emissions cap in total isolation. It must work with the CARB to ensure
that the regulations apply equitably across the board and to all emitters, including publicly
owned utilities that may have not done nearly as much in the past to reduce their emissions of

GHG gases.



IVv.
THE COMMISSION SHOULD TAKE THE EXISTING ENERGY MARKET

ENVIRONMENT INTO ACCOUNT BY COORDINATING WITH THE CAISO’S

EFFORTS IN ITS MARKET REDESIGN AND TECHNOLOGY UPGRADE PROJECT.

Several difficulties arise in implementing and complying with a LBC on GHG emissions
in an energy market environment. These difficulties are primarily related to the ability of the
LSE to: (i) track and match its load with actual emissions of resources that served the load; and
(i1) ensure that the resources used to serve the LSE’s load have an emissions profile that
complies with the LSE’s LBC obligations.

The CAISO is currently implementing MRTU, including an Integrated Forward Market
(IFM) for electricity transactions which has not existed in California since the demise of the
California Power Exchange. In MRTU, the CAISO controls the commitment and dispatch of
specific resources, and not the individual LSEs. Furthermore, with limited exceptions, LSEs
cannot restrict which resources are made available to the CAISO’s market for its use. Equally
important, LSEs do not fully control how the supply sources are bid into MRTU.

Grid reliability is the CAISO’s first and foremost objective in determining the
commitment and dispatch of supply sources. The CAISO would then use bid-based economics
to determine which supply resources are committed and dispatched to serve the load. All other
considerations that cannot be translated into relevant comparable economic terms are not likely
to impact CAISO’s commitment and dispatch decision.

The current FERC-approved design of MRTU does not allow the CAISO to recognize or
honor LSE-specific limitations on the use of particular types of generation. Any further change
in the way the CAISO optimizes or limits the use of resources to incorporate GHG
considerations will have to be approved by FERC,

As evident under the current market design, an LSE could place supply bids to serve its

load from its own LBC compliant portfolio but could actually serve its load from other resources



if its own bids are rejected. Conversely, an LSE could sell a significant portion of its surplus
resources into the market to serve other LSEs’ load.

SCE believes it will be difficult to develop appropriate criteria to match actual load with
actual supply in MRTU for any specific LSE. Furthermore, given that the commitment and
dispatch process is not under an LSE’s control, it is possible that the LSE will discover after the
fact that the supply resources attributed to serve its load were not compliant with its load-based
GHG cap.

Another problem arises related to imported energy in implementing a load-based GHG
cap. California is in an import-dependent control area. Currently, CAISO has limited
knowledge where energy originates (i.e., which specific generating unit produced the energy in
the interconnected system). The vast majority of imported energy is non-resource specific and is
scheduled as an import into CAISO at interties that connect the CAISO with neighboring control
areas. For example, SCE and other LSEs are routinely purchasing standard short-term energy
products from liquid markets in other control areas (e.g., blocks of electricity to be supplied over
a stipulated period, such as 6x16 hours, purchased at Palo Verde), without knowing which
underlying generation resource supplies that energy.

In developing its new GHG emissions reduction model rules, the Commission should
take the existing electricity market environment into account and should coordinate its policy
development efforts in this proceeding with the CAISO’s efforts in its MRTU implementation.
SCE urges the Commission to developa thorough understanding of how the CAISO’s markets
are designed to function in the future, since the functioning of these markets will largely
determine the dispatch of various supply sources which, in turn, determine the actual GHG

emissions.



V.
THE COMMISSION SHOULD ADDRESS ISSUES RELATED TO LOAD MIGRATION

IN DESIGNING AN LBC.

If the Commission’s policy preference is to design and implement a load-based GHG cap,
it will have to take into account the underlying uncertainty that exists today regarding LSEs’
customer base. LSEs’ customer base defines the amount of load they are expected to serve.
However, due to programs such as Direct Access!? (DA) and Customer Choice Aggregation
(CCA), LSEs’ customer base can and does frequently change, resulting in possibly dramatic
shifts in the amount of load any specific LSE may be serving in the future. Not only are
customers likely to migrate between IOUs and Energy Service Providers (ESPs), but they are
also likely to switch from one ESP to another. As a result, LBC needs to allow for and
accommodate this load migration, which occurs today and is likely to increase in the future when
the DA suspension ends. The Commission should not unduly burden or penalize an LSE who
finds that its load serving obligation suddenly increased due to customer migration beyond its
control.

The Commission should also examine the problem of load migration that could occur as a
result of GHG rules. Unless the rules are designed to affect different LSEs equally, load will
migrate to the system that is able to comply at a lower cost. Because the IOUs are electricity
service providers of the last resort, it is very possible that non-IOU ESPs and CCAs could
“return” a portion of their load to the IOU if they find themselves unable to comply with the
LBC. In such circumstances, the IOU will find itself at risk of non-compliance, not because of
any of its own actions, but because of its inability to purchase LBC-compliant resources in a
short time frame. The Commission should insure that the IOU’s captive customer base does not

pay a premium because of this unfortunate result. Such non-intuitive and difficult-to-foresee

13 Direct Access is currently suspended in California; however, this suspension is scheduled to end in a few years.
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behaviors are another reason to include a reasonable safety valve or alternate compliance fee in a

well-designed model rule.

VI
SCE’S ADDITIONAL COMMENTS ON THE DRAFT SCOPE OF ISSUES AND DRAFT

SCHEDULE FOR PHASE 2

A. Introduction.

In their Joint Ruling, the ALJs directed the parties to discuss the priority and time
allocation for the implementation issues identified in Attachment A, any additional issues that
the parties may identify, the sequence and timing for addressing those implementation issues, the
draft schedule in Attachment B, and coordination with the CARB process. The ALJs also
requested that the parties recommend an appropriate procedural process for addressing each of
the programmatic areas and underlying issues, such as: (1) parties’ comments and/or formal
hearings followed by a draft decision; (2) workshops followed by comments and draft decision;
(3) straw proposals or white papers to form the basis of parties’ comments; and (4) multi-party
industry working groups to prepare summaries of the issues and/or proposals that have been used
as a basis for parties’ comments.

The draft schedule for Phase 2 of this proceeding is organized around five programmatic
elements: (1) reporting requirements, (2) baseline development and allowance allocation, (3)
design of cap structure and ratchet, (4) flexible compliance mechanisms, and (5) modeling to
support the evaluation of cost effectiveness.'* SCE provides the following comments on a draft

schedule.

14 The issues underlying the programmatic elements are described in Attachment A and the draft schedule is
contained in Attachment B of the Joint Ruling.



B. Additional Programmatic Elements.

As discussed in these comments, SCE urges the Commission to preserve time to settle the

threshold issues of:

e The Commission should establish the “end products” that will result from Phase 2;

e The Commission should determine the manner in which its rules will coordinate with
the comprehensive, statewide, market-based approach that may be adopted by carb
under AB 32 and EO S-20-06; and

e The Commission should resolve the potential inconsistency between the

Commission’s load-based regulations and the CARB’s source-based regulations.

C. Comments on Scheduled Programmatic Elements.

1. Reporting Requirements.

The draft schedule states that the Commission may schedule a “potential
workshop” on the state-of-the-art reporting requirements. SCE believes that it is imperative to
hold a technical workshop to discuss the issues related to reporting and to schedule time for
prepared written testimony and hearings, in order to develop a complete record regarding
reporting emissions from electricity market transactions, including transactions where the supply

source 1s not known.

2. Baseline Development and Allowance Allocation.

The draft schedule states that the Commission will allow for submittals of
allocation proposals and a workshop on the allocation proposals. Once again, SCE believes that
the Commission should schedule time for prepared written testimony and hearings, in order to
develop a complete record, especially on topics such as the manner in which allowances will

need to take into account load migration.



3. Design of Cap Structure and Ratchet.

The draft schedule has this segment occurring during the third quarter of 2007.
The Baseline Development and Allowance Allocation process, however, will not be completed
until either the third quarter of 2007 or early in the fourth quarter. SCE believes that the
Baseline Development efforts and perhaps the Allowance Allocation efforts should occur before
continuing to this segment where parties will discuss and finalize the design of the cap structure
and ratchet. Moreover, SCE believes that one quarter is not sufficient time for this activity. The

Commission should allocate at least six months and perhaps longer for this effort.

4. Flexible Compliance Mechanisms.

No specific additional comments at this time other than those that appear in

Section II of these Comments.

5. Modeling To Support the Evaluation of Cost Effectiveness.

No specific comments at this time.

VIIL.
CONCLUSION

First, SCE urges the Commission to add a segment to the schedule of Phase 2, in which it
will consider the manner in which it will coordinate its rules developed in Phase 2 of this
proceeding with the CARB’s process for developing regulations pursuant to AB 32 as a
threshold issue before examining the scheduled issues.

Second, SCE urges the Commission, in establishing regulatory and market-based
strategies to achieve GHG emission reductions for its jurisdictional LSEs, to do so in a manner
that: (1) does not impose a disproportionate cost burden on the electric utility sector as a whole
or on the IOUs in particular; (2) coordinates closely with the CEC, CARB, and CEPA to ensure

equitable and comparable rules are developed and applied to all electric utilities and electric
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service providers; (3) is most cost-effective; (4) takes the existing energy market environment
into account by coordinating with the efforts of the CAISO in its MRTU process; and
(5) addresses issues related to load migration in designing a LBC program.

Finally, SCE urges the Commission to propose draft model rules that cover the LSEs
over which the Commission has authority and then present these model rules to the CARB for
integration into statewide regulations that CARB will adopt pursuant to AB 32. The
Commission should advise the CARB to adopt equivalent rules for the other sectors over which

the CARB has authority under AB 32.

Respectfully submitted,

FRANK J. COOLEY
ANNETTE GILLIAM

/S/ ANNETTE GILLIAM
By:  Annette Gilliam

Attorneys for
SOUTHERN CALIFORNIA EDISON COMPANY

2244 Walnut Grove Avenue
Post Office Box 800
Rosemead, California 91770
Telephone:  (626) 302-4880
Facsimile: (626) 302-1935
E-mail:GILLIAA@sce.com

November 15, 2006
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STATE OF CALIFORNIA, DEPT OF JUSTICE
PO BOX 944255

SACRAMENTO, CA 94244-2550
R.06-04-009

ED LUCHA

PROJECT COORDINATOR

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000, MAIL CODE: B9A

PO BOX 770000

SAN FRANCISCO, CA 94177
R.06-04-009

LYNELLE LUND

GENERAL COUNSEL
COMMERCE ENERGY, INC.
600 ANTON BLVD., STE 2000

COSTA MESA, CA 92626
R.06-04-009

JACLYN MARKS

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVE.

DIVISION OF STRATEGIC PLANNING

SAN FRANCISCO, CA 94102
R.06-04-009

CHRISTOPHER J. MAYER
MODESTO IRRIGATION DISTRICT
1231 11TH STREET

MODESTO, CA 95354
R.06-04-009

BARRY F MCCARTHY

ATTORNEY AT LAW

MCCARTHY & BERLIN, LLP

100 PARK CENTER PLAZA, SUITE 501

SAN JOSE, CA 95113
R.06-04-009

LAD LORENZ

V.P. REGULATORY AFFAIRS

SOUTHERN CALIFORNIA GAS COMPANY
601 VAN NEW AVENUE, SUITE 2060

SAN FRANCISCO, CA 94102
R.06-04-009

FRANK LUCHETTI

NEVADA DIV. OF ENVIRONMENTAL
PROTECTION

901 S. STEWART ST., SUITE 4001

CARSON CITY, NV 89701
R.06-04-009

MARY LYNCH

REGULATORY AND LEGISTLATIVE AFFAIRS
CONSTELLATION ENERGY COMMODITIES
GROUP

2377 GOLD MEADOW WAY, STE. 100

GOLD RIVER, CA 95670
R.06-04-009

ROBERT W. MARSHALL

GENERAL MANAGER

PLUMAS-SIERRA RURAL ELECTRIC CO-OP
PO BOX 2000

PO BOX 2000

PORTOLA, CA 96122-2000
R.06-04-009

MICHAEL MAZUR
3 PHASES ELECTRICAL CONSULTING
2100 SEPULVEDA BLVD., SUITE 37

MANHATTAN BEACH, CA 90266
R.06-04-009

MIKE MCCORMICK
CALIFORNIA CLIMATE ACTION REGISTRY
515 S FLOWER ST. 1305

LOS ANGELES, CA 90071
R.06-04-009
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KEITH R. MCCREA

ATTORNEY AT LAW

SUTHERLAND, ASBILL & BRENNAN
1275 PENNSYLVANIA AVENUE, NW
California Manufacturers & Technology
Association

WASHINGTON, DC 20004-2415
R.06-04-009

BRUCE MCLAUGHLIN
BRAUN & BLAISING P.C.
8066 GARRYANNA DRIVE

CITRUS HEIGHTS, CA 95610
R.06-04-009

ELENA MELLO
SIERRA PACIFIC POWER COMPANY
6100 NEIL RD.

RENO, NV 89511
R.06-04-009

Lainie Motamedi

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 5119

SAN FRANCISCO, CA 94102-3214
R.06-04-009

STEVEN MOSS

FRANCISCO COMMUNITY POWER
COOPERATIVE

2325 3RD STREET, STE 344

SAN FRANCISCO, CA 94120
R.06-04-009

SARA STECK MYERS

ATTORNEY AT LAW

LAW OFFICES OF SARA STECK MYERS
122 - 28TH AVENUE

SAN FRANCISCO, CA 94121
R.06-04-009
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KAREN MCDONALD
POWEREX CORPORATION
666 BURRAND STREET
VANCOUVER, BC V6C 2X8

CANADA
R.06-04-009

RACHEL MCMAHON
CEERT
1100 11TH STREET, SUITE 311

SACRAMENTO, CA 95814
R.06-04-009

KAREN NORENE MILLS

ATTORNEY AT LAW

CALIFORNIA FARM BUREAU FEDERATION
2300 RIVER PLAZA DRIVE

SACRAMENTO, CA 95833
R.06-04-009

RONALD MOORE
SOCAL WATER/BEAR VALLEY ELECTRIC
630 EAST FOOTHILL BLVD.

SAN DIMAS, CA 91773
R.06-04-009

PHILLIP J. MULLER
SCD ENERGY SOLUTIONS
436 NOVA ALBION WAY

SAN RAFAEL, CA 94903
R.06-04-009

RICK NOGER
PRAXAIR PLAINFIELD, INC.
2711 CENTERVILLE ROAD, SUITE 400

WILMINGTON, DE 19808
R.06-04-009

JEN MCGRAW
CENTER FOR NEIGHBORHOOD
TECHNOLOGY
PO BOX 14322

SAN FRANCISCO, CA 94114
R.06-04-009

BRIAN MCQUOWN
RELIANT ENERGY
7251 AMIGO ST., SUITE 120

LAS VEGAS, NV 89119
R.06-04-009

CYNTHIA K. MITCHELL
ECONOMIC CONSULTING INC.
530 COLGATE COURT

RENO, NV 89503
R.06-04-009

GREGG MORRIS
GREEN POWER INSTITUTE
2039 SHATTUCK AVE., SUITE 402

BERKELEY, CA 94704
R.06-04-009

CLYDE S. MURLEY
INDEPENDENT CONSULTANT
600 SAN CARLOS AVENUE

ALBANY, CA 94706
R.06-04-009

KELLY NORWOOD

RATES AND REGULATION DEPARTMENT
AVISTA UTILITIES

PO BOX 3727, MSC-29

SPOKANE, WA 99220-3727
R.06-04-009
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TIMOTHY R. ODIL

MCKENNA LONG & ALDRIDGE LLP

1875 LAWRENCE STREET, SUITE 200
Center for Energy and Economic Development

DENVER, CO 80202
R.06-04-009

ROGER PELOTE
WILLIAMS POWER COMPANY, INC.
12736 CALIFA STREET

VALLEY VILLAGE, CA 91607
R.06-04-009

EDWARD G. POOLE

ATTORNEY AT LAW

ANDERSON & POOLE

601 CALIFORNIA STREET, SUITE 1300

SAN FRANCISCO, CA 94108-2818
R.06-04-009

BALWANT S. PUREWAL
DEPARTMENT OF WATER RESOURCES
3310 EL CAMINO AVE., LL-90

SACRAMENTO, CA 95821
R.06-04-009

STEVE RAHON
SAN DIEGO GAS & ELECTRIC COMPANY
8330 CENTURY PARK COURT, CP32C

SAN DIEGO, CA 92123-1548
R.06-04-009

Grant Rosenblum

STAFF COUNSEL

ELECTRICITY OVERSIGHT BOARD
151 BLUE RAVINE ROAD

FOLSOM, CA 95630
R.06-04-009
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JOSEPH M. PAUL
DYNEGY MARKETING & TRADE
5976 W. LAS POSITAS BLVD., NO. 200

PLEASANTON, CA 94588
R.06-04-009

JANIS C. PEPPER
CLEAN POWER MARKETS, INC.
418 BENVENUE AVENUE

LOS ALTOS, CA 94024
R.06-04-009

BRIAN POTTS
ONE SOUTH PINCKNEY STREET

MADISON, WI 53703
R.06-04-009

ADRIAN PYE
ENERGY AMERICA, LLC
263 TRESSER BLVD.

STAMFORD, CT 6901
R.06-04-009

TIFFANY RAU

POLICY AND COMMUNICATIONS MANAGER
CARSON HYDROGEN POWER PROJECT LLC
ONE WORLD TRADE CENTER, SUITE 1600

LONG BEACH, CA 90831-1600
R.06-04-009

THEODORE ROBERTS
SEMPRA ENERGY
101 ASH STREET, HQ 13D

SAN DIEGO, CA 92101-3017
R.06-04-009

CARL PECHMAN
POWER ECONOMICS
901 CENTER STREET

SANTA CRUZ, CA 95060
R.06-04-009

CARLA PETERMAN
1815 BLAKE ST., APT. A

BERKELEY, CA 94703
R.06-04-009

RASHA PRINCE
SOUTHERN CALIFORNIA GAS COMPANY
555 WEST 5TH STREET, ML 14D6

LOS ANGELES, CA 90013
R.06-04-009

Kristin Ralff Douglas

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 5119

SAN FRANCISCO, CA 94102-3214
R.06-04-009

JANILL RICHARDS

DEPUTY ATTORNEY GENERAL
CALIFORNIA ATTORNEY GENERAL'S
OFFICE

1515 CLAY STREET, 20TH FLOOR

OAKLAND, CA 94702
R.06-04-009

JAMES ROSS

REGULATORY & COGENERATION
SERVICES, INC.

500 CHESTERFIELD CENTER, SUITE 320

CHESTERFIELD, MO 63017
R.06-04-009
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Nancy Ryan

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 5217

SAN FRANCISCO, CA 94102-3214
R.06-04-009

Don Schultz

CALIF PUBLIC UTILITIES COMMISSION
770 L STREET, SUITE 1050

RM. SCTO

SACRAMENTO, CA 95814
R.06-04-009

JENINE SCHENK
APS ENERGY SERVICES
400 E. VAN BUREN STREET, SUITE 750

PHOENIX, AZ 85004
R.06-04-009

LISA SCHWARTZ

SENIOR ANALYST

ORGEON PUBLIC UTILITY COMMISSION
PO BOX 2148

SALEM, OR 97308-2148
R.06-04-009

DAN SILVERIA

SURPRISE VALLEY ELECTRIC
COOPERATIVE

PO BOX 691

ALTURAS, CA 96101
R.06-04-009

Donald R Smith

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 4209

SAN FRANCISCO, CA 94102-3214
R.06-04-009
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SAM SADLER
OREGON DEPARTMENT OF ENERGY
625 NE MARION STREET

SALEM, OR 97301-3737
R.06-04-009

JANINE L. SCANCARELLI
FOLGER LEVIN & KAHN LLP
275 BATTERY STREET, 23RD FLOOR

SAN FRANCISCO, CA 94111
R.06-04-009

STEVEN SCHLEIMER
DIRECTOR,COMPLIANCE & REGULATORY
AFFAIRS

BARCLAYS BANK, PLC

200 PARK AVENUE, FIFTH FLOOR

NEW YORK, NY 10166
R.06-04-009

MONICA A. SCHWEBS
BINGHAM MCCUTCHEN LLP
1333 N. CALIFORNIA BLVD. SUITE 210

WALNUT CREEK, CA 94596
R.06-04-009

KEVIN J. SIMONSEN
ENERGY MANAGEMENT SERVICES
646 EAST THIRD AVE

DURANGO, CO 81301
R.06-04-009

AIMEE M. SMITH
ATTORNEY AT LAW
SEMPRA ENERGY

101 ASH STREET HQ13

SAN DIEGO, CA 92101
R.06-04-009

SOUMYA SASTRY
PO BOX 770000

SAN FRANCISCO, CA 94177
R.06-04-009

MICHAEL SCHEIBLE

DEPUTY EXECUTIVE OFFICER
CALIFORNIA AIR RESOURCES BOARD
1001 | STREET

SACRAMENTO, CA 95677
R.06-04-009

REED V. SCHMIDT

BARTLE WELLS ASSOCIATES

1889 ALCATRAZ AVENUE

California City-County Street Light Assoc.

BERKELEY, CA 94703-2714
R.06-04-009

PAUL M. SEBY
MCKENNA LONG & ALDRIDGE LLP
1875 LAWRENCE STREET, SUITE 200

DENVER, CO 80202
R.06-04-009

DEBORAH SLON

DEPUTY ATTORNEY GENERAL,
ENVIRONMENT

OFFICE OF THE ATTORNEY GENERAL
1300 | STREET, 15TH FLOOR

SACRAMENTO, CA 95814
R.06-04-009

GLORIA D. SMITH

ADAMS, BROADWELL, JOSEPH & CARDOZO

601 GATEWAY BLVD., SUITE 1000

SOUTH SAN FRANCISCO, CA 94080
R.06-04-009
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RICHARD SMITH
MODESTO IRRIGATION DISTRICT
PO BOX 4060

MODESTO, CA 95352-4060
R.06-04-009

SEEMA SRINIVASAN
ALCANTAR & KAHL
120 MONTGOMERY STREET, SUITE 2200

SAN FRANCISCO, CA 94104
R.06-04-009

MERIDETH TIRPAK STERKEL
CALIFORNIA PUBLIC UTILITIES
COMMISSION

505 VAN NESS AVENUE

AREA 4-A

SAN FRANCISCO, CA 94102-3214
R.06-04-009

KENNY SWAIN
POWER ECONOMICS
901 CENTER STREET

SANTA CRUZ, CA 95060
R.06-04-009

KAREN TERRANOVA
ALCANTAR & KAHL
120 MONTGOMERY STREET SUITE 2200

SAN FRANCISCO, CA 94104
R.06-04-009

MARK C TREXLER

TREXLER CLIMATE+ENERGY SERVICES,
INC.

529 SE GRAND AVE,M SUITE 300

PORTLAND, OR 97214-2232-2232
R.06-04-009
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DARRELL SOYARS
MANAGER-RESOURCE
PERMITTING&STRATEGIC
6100 NEIL ROAD

RENO, NV 89520-0024
R.06-04-009

F. Jackson Stoddard

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 5040

SAN FRANCISCO, CA 94102-3214
R.06-04-009

NINA SUETAKE
THE UTILITY REFORM NETWORK
711 VAN NESS AVE., STE 350

SAN FRANCISCO, CA 94102
R.06-04-009

Christine S Tam

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 4209

SAN FRANCISCO, CA 94102-3214
R.06-04-009

EDWARD J TIEDEMANN

KRONICK, MOSKOVITZ, TIEDEMANN &
GIRARD

400 CAPITOL MALL, 27TH FLOOR

SACRAMENTO, CA 95814-4416
R.06-04-009

ANDREW J. VAN HORN
VAN HORN CONSULTING
12 LIND COURT

ORINDA, CA 94563
R.06-04-009

JAMES D. SQUERI

ATTORNEY AT LAW

GOODIN MACBRIDE SQUERI RITCHIE & DAY
LLP

505 SANSOME STREET, SUITE 900

SAN FRANCISCO, CA 94111
R.06-04-009

ANNIE STANGE
ALCANTAR & KAHL
1300 SW FIFTH AVE., SUITE 1750

PORTLAND, OR 97210
R.06-04-009

ADRIAN E. SULLIVAN
SEMPRA ENERGY
101 ASH STREET, HQ13D

SAN DIEGO, CA 92101
R.06-04-009

Charlotte TerKeurst

CALIF PUBLIC UTILITIES COMMISSION
505 VAN NESS AVENUE

ROOM 5021

SAN FRANCISCO, CA 94102-3214
R.06-04-009

SCOTT TOMASHEFSKY

REGULATORY AFFAIRS MANAGER
NORTHERN CALIFORNIA POWER AGENCY
180 CIRBY WAY

NORTHERN CALIFORNIA POWER AGENCY

ROSEVILLE, CA 95678
R.06-04-009

ROGER VANHOY

ASSISTANT GENERAL MANAGER
MODESTO IRRIGATION DISTRICT
1231 11TH STREET

MODESTO, CALIFORNIA 95352
R.06-04-009
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EDWARD VINE
LAWRENCE BERKELEY NATIIONAL LAB
BUILDING 90-4000

BERKELEY, CA 94720
R.06-04-009

ERIC WANLESS
NATURAL RESOURCES DEFENSE COUNCIL
111 SUTTER STREET, 20TH FLOOR

SAN FRANCISCSO, CA 95104
R.06-04-009

LISA WEINZIMER

CALIFORNIA ENERGY REPORTER
PLATTS

695 NINTH AVENUE, NO. 2

SAN FRANCISCO, CA 94118
R.06-04-009

WILLIAM W. WESTERFIELD, IlI
ATTORNEY AT LAW

ELLISON, SCHNEIDER & HARRIS L.L.P.
2015 H STREET

SACRAMENTO, CA 95814
R.06-04-009

VALERIE J. WINN
PACIFIC GAS AND ELECTRIC COMPANY
77 BEALE STREET, B9A

SAN FRANCISCO, CA 94105
R.06-04-009

CATHY S. WOOLLUMS
MIDAMERICAN ENERGY HOLDINGS
COMPANY

106 EAST SECOND STREET

DAVENPORT, IA 52801
R.06-04-009
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SYMONE VONGDEUANE
SEMPRA ENERGY SOLUTIONS
101 ASH STREET, HQ09

SAN DIEGO, CA 92101-3017
R.06-04-009

CHRISTOPHER J. WARNER

ATTORNEY AT LAW

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 7442

SAN FRANCISCO, CA 94120
R.06-04-009

VIRGIL WELCH

CLIMATE CAMPAIGN COORDINATOR
ENVIRONMENTAL DEFENSE

1107 9TH STREET, SUITE 540

SACRAMENTO, CA 95814
R.06-04-009

GREGGORY L. WHEATLAND
ATTORNEY AT LAW

ELLISON, SCHNEIDER & HARRIS
2015 H STREET

SACRAMENTO, CA 95814
R.06-04-009

RYAN WISER
BERKELEY LAB
ONE CYCLOTRON ROAD

BERKELEY, CA 94720
R.06-04-009

E. J. WRIGHT

OCCIDENTIAL ENERGY MARKETING, INC.

5 GREENWAY PLAZA, SUITE 110

HOUSTON, TX 77046
R.06-04-009

DEVRA WANG

STAFF SCIENTIST

NATURAL RESOURCES DEFENSE COUNCIL
111 SUTTER STREET, 20TH FLOOR

SAN FRANCISCO, CA 94104
R.06-04-009

JOY WARREN
MODESTO IRRIGATION DISTRICT
1231 11TH STREET

MODESTO, CA 95354
R.06-04-009

ANDREA WELLER

DIRECTOR

STRATEGIC ENERGY LLC

3130 D BALFOUR ROAD, SUITE 290

BRENTWOOD, CA 94513
R.06-04-009

JOSEPH F. WIEDMAN

GOODIN MACBRIDE SQUERI RITCHIE &
DAY,LLP

505 SANSOME STREET, SUITE 900

SAN FRANCISCO, CA 94111
R.06-04-009

ELLEN WOLFE
RESERO CONSULTING
9289 SHADOW BROOK PL.

GRANITE BAY, CA 95746
R.06-04-009

LEGAL & REGULATORY DEPARTMENT
CALIFORNIA ISO
151 BLUE RAVINE ROAD

FOLSOM, CA 95630
R.06-04-009
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MRW & ASSOCIATES, INC.
1999 HARRISON STREET, STE 1440

OAKLAND, CA 94612-3517
R.06-04-009
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CALIFORNIA ENERGY MARKETS
517-B POTRERO AVE.

SAN FRANCISCO, CA 94110-1431
R.06-04-009



